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SUBJECT: Property Tax Attributable To Sales O Use Tax Paid On Purchase O
Agricul tural Equi pnent Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASAMENDED March 28, 2000, STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BILL

This bill would provide a credit equal to the property tax paid or incurred
during the taxable or inconme year that is attributable to any sales or use tax on
t he purchase of agricultural equipnent (as defined).

SUMVARY OF AMENDMENT

The April 3, 2000, anmendnent altered the credit to be based on the anpunt of
property tax paid or incurred that is attributable to any sales or use tax on the
purchase of agricultural equiprment, rather than for the sales and use tax paid or
i ncurred.

As a result of the anendnent, an additional state | aw di scussion and a revi sed
revenue estinmate are provided below. 1In addition, the inplenmentation

consi derations provided in the departnent’s prior analyses still apply and are
i ncluded for the author’s conveni ence.

Except for the discussion in this analysis, the departnment’s analysis of SB 1553,
as amended March 28, 2000, still applies.

Speci fic Findings

For property tax purposes, the general rule in determning market value is that
where price is the basis of value (property tax is assessed on value), the
associ ated sal es and use tax, freight, and installation cost is included in the
val ue of the property. These itens are included in market value because the
items were part of the value (in this case "cost") of the property upon the

property’s acquisition. |If these costs would have been applicable to a sinmlar
consuner using the equipnent at a simlar trade |evel, these costs may be
i ncluded in value regardl ess of whether actually paid.. Generally, the property
tax rate is 1.1% of the market val ue of the property.
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Pol i cy Consi deration

This bill provides a credit for property tax paid that is attributable to
any sales or use tax on the purchase of agricultural equipnent. However,
sal es and use tax can be included in the value of property for purposes of
the property tax inposed on | essors of personal property (including
agricultural equipnent). The credit provided by the bill would not appear
to be applicable to sales or use tax included in the value of agricultura
equi pment subject to | ease.

| npl ement ati on Consi derati ons

Since the Board of Equalization (BOE), in determ ning market value for
property tax purposes, includes anong other itens sales and use tax, it is
unclear if the BOE provides the taxpayer with a breakdown of what itens
constitute the market value of the property subject to property tax. This
bill may require a taxpayer to annually determne the portion of the market
value that is due to sales and use tax to calculate the credit accurately.
Moreover, the property tax on any piece of personal property woul d decrease
over tinme as the property depreciates in value. As a result, this bil
woul d increase the conplexity of the filing of incone tax returns for

af fected taxpayers.

It is unclear what the term “w negrower operations” is intended to cover.
“W negrower operations” could be the vineyard in which the grapes are grown
or a business at which the grapes are fernented into wi ne where such product
is produced and bottled. This termshould be clarified.

Since this bill would permit unlimted credit carryover, the departnment
woul d be required to retain the carryover credit on the tax forns
indefinitely. Recent credits provide carryover |limts because experience
shows credits are typically used within eight years of being earned.

Once the inplenentation concerns are resolved, inmplenmenting this bill would
not significantly inpact the departnent’s prograns and operations.

Tax Revenue Esti mate

The revenue inpact of this nmeasure, under the assunptions di scussed bel ow,
is estimated to be as foll ows:

Revenue | npact of the Proposa
I ncome/ Taxabl e Years Begi nning On or After
1/ 1/ 2001
Enact ment Assumed After June 30, 2000
(In MI1ions)

2000-1 |(2001-2(| 2002-3

Revenue | nmpact (.5) ($2) |(%$3.5)
The bill, as currently witten, does not exclude equi pnment purchased in
prior years. It is assunmed that qualified equi pnent would have to be in

California. This analysis does not account for changes in enpl oynent,
personal income, or gross state product that could result fromthis measure.
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Tax Revenue Di scussion

The estimates used the values of machinery and equi prent on California farns
fromthe 1992 and 1997 censuses (about $5 billion for 1997 and $4 billion
for 1992). The annual growth rate inplied fromthese figures was used to
project these values into the future. An average sales/use tax rate of
7.25% was used for the calculations. The revenue estimates above are based
only on the sales tax portion of the values of the machi nery and equi prent.
The property tax was assunmed to be 1.1% Estinmates took account of the fact
that sone farners have operating | osses or |ow net incones for the year
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